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those are the confidential exhibits to the
direct testimony of the California Community
Choice Segregation.

ALJ ROSCOW: Okay. That's been marked
as CalCCA-04-C.

(Exhibit No. CalCCA-04-C was marked
for identification.)

MS. KAHL: And then as CalCCA-05-C, T
would like to have marked the confidential
exhibits to the rebuttal testimony.

ALJ ROSCOW: Okay. CalCCA-05-C 1is
confidential exhibits to the rebuttal
testimony.

(Exhibit No. CalCCA-05-C was marked
for identification.)

MS. KAHL: Thank you.

ALJ ROSCOW: All right. I will swear
everybody in. You can stay seated.

BARRY ABRAMSON, called as a witness on

behalf of Saber Partners, having been

sworn, testified as follows:

JOSEPH FICHERA, called as a witness on

behalf of Saber Partners, having been

sworn, testified as follows:

PAUL SUTHERLAND, called as a witness on

behalf of Saber Partners, having been

sworn, testified as follows:

ROBERT KINOSIAN, called as a witness on

behalf of CalCCA, having been sworn,

testified as follows:

WITNESS ABRAMSON: I do.

WITNESS FICHERA: I do.
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WITNESS SUTHERLAND: I do.

WITNESS KINOSIAN: I do.

MS. KAHL: Thank you, your Honor.

DIRECT EXAMINATION
BY MS. KAHL:

Q Good morning, gentlemen. I would
like to start by making clear which portions
of this testimony you're sponsoring.

Mr. Sutherland, 1s it correct that
you're sponsoring Exhibit 3-A to --

WITNESS SUTHERLAND: A That is
correct.

0 And that's 3-A to CalCCA-01,
Chapter 37

A Yes.

) And, Mr. Abramson, you're
sponsoring Exhibit 3-B; correct?

WITNESS ABRAMSON: A That's correct.

Q Mr. Fichera, you're sponsoring 3-C?

WITNESS FICHERA: A Yes, that 1is
correct. And we have Mr. Schoenblum who is
not here --

0 Right. So we're still offering in
Exhibit 3-D, which was the testimony of Hyman
Schoenblum, but he's unable to be here today.

ALJ ROSCOW: Yes, understood.

MS. KAHL: Q Mr. Kinosian, with

respect to this particular panel, is it
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correct that you're sponsoring Chapter 3,
Section 3, and Section 4.
WITNESS KINOSIAN: A Yes.
0 All right. Thank you. ]
DIRECT EXAMINATION
BY MS. KAHL:

Q All right, gentlemen, were the
exhibits I just identified prepared by you or
under your supervision?

WITNESS ABRAMSON: A Yes.

WITNESS FICHERA: A  Yes.

WITNESS SUTHERLAND: A  Yes.

WITNESS KINOSIAN: A  Yes.

0 Do you have any additional errata
to that testimony today?

WITNESS ABRAMSON: A No.

WITNESS FICHERA: A No.

WITNESS SUTHERLAND: A Yes, I have two
small corrections.

Q Thank you. Would you please
explain them.

WITNESS SUTHERLAND: A On page 13,
there's a word missing, line 19, a line
beginning with the word "risky." At the end
of that line, it's missing the word "allow"
so i1t should read "This should allow the
bonds to achieve lower interest rates from

investors."
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WITNESS FICHERA: A The testimony
didn't have page numbers so we count from the
second page as page one, so 13 is --

WITNESS SUTHERLAND: A Right, I
believe Your Honor has page numbers on your
cCopy. The second correction is on page 18.
There's a word missing from the gquestion. On
line four beginning "Do you expect it will"
and it's missing the word "be" between "will"
and "possible."

So "Do you expect it will be
possible for similar statements," et cetera.

Q All right, thank you.

ALJ ROSCOW: Okay. I'm -- oh, I'm
SOrry. Go ahead, please. I didn't get the
corrections. I'm going to get them after you
finish.

MS. KAHL: Q Let's go ahead.

WITNESS SUTHERLAND: A I can repeat.

ALJ ROSCOW: Yes, please.

WITNESS SUTHERLAND: Did you get the
first correction, Your Honor?

ALJ ROSCOW: I got none of them.

WITNESS SUTHERLAND: A First
correction was on page 13.

ALJ ROSCOW: Yes.

WITNESS SUTHERLAND: A At the end of

line 19, the word "allow" is missing so it
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should read "This should allow."

ALJ ROSCOW: All right, thank you.
That's one.

WITNESS SUTHERLAND: A And on page 18
in the gquestion that begins on line 4,
between "will" and "possible" 1is missing the
word "be" so it should read "Do you expect it
will be possible."

ALJ ROSCOW: Perfect, thank you. Are
we on the record or off the record?

MS. KAHL: I believe we're on the
record.

ALJ ROSCOW: Okay.

MS. KAHL: Q Thank you. With those
changes, 1s the testimony that you've
prepared today true and correct to the best
of your knowledge?

WITNESS ABRAMSON: A Yes.

WITNESS FICHERA: A  Yes.

WITNESS SUTHERLAND: A  Yes.

WITNESS KINOSIAN: A Yes.

Q And to the extent that you are
expressing opinions, are those opinions the
product of your best professional judgment?

WITNESS ABRAMSON: A Yes.

WITNESS FICHERA: A  Yes.

WITNESS SUTHERLAND: A Yes.

WITNESS KINOSIAN: A Yes.
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Q And do you adopt the exhibits today
as your sworn testimony in this proceeding?

WITNESS ABRAMSON: A  Yes.

WITNESS FICHERA: A  Yes.

WITNESS SUTHERLAND: A  Yes.

WITNESS KINOSIAN: A Yes.

Q Thank you.

Your Honor, the witnesses are
available for examination.

EXAMINATION
BY ALJ ROSCOW:

Q Very good, thank you. Good morning
again, gentlemen. I'll just remind you again
not to speak over each other and we'll be
good.

The way I'd like to approach this
is, first of all, assume for the purposes of
your answers that the Commission adopts
CalCCA's proposal in its entirety and so your
discussion about securitization can assume
that what you've seen in the remainder of
CalCCA's testimony has been adopted by the
Commission.

So the Commission said we adopt
what CalCCA is proposing and we want to go
ahead and pursue with the securitization, as
the four of you have described it.

WITNESS FICHERA: A Yes.
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0 The way I kind of break it down is
Mr. Kinosian has talked about what should be
securitized and the four of you are going to
explain to us how it should be done. Does
that make sense?

WITNESS FICHERA: A Yes.

Q Okay, good.

WITNESS FICHERA: A Or and why.

0 And why, exactly, yeah. And so
we'll start off with Mr. Kinosian. He'll set
the scene for us and then the three of you
will elaborate and bring in Mr. Schoenblum's
perspective as well when you feel that it's
germane.

WITNESS FICHERA: A  Yes.

0 And finally, I was joking with
Mr. Fichera this morning that I briefly met
him during the energy crisis and if that was
the case, I was in, you know, the back of the
room directed not to speak and that sort of
thing.

WITNESS FICHERA: A And I was 1in the
front of the room being shot at.

Q Yes. And so what I'm interested --
and so you, at least the two of you, have
experience with the prior bond issue, you
know --

WITNESS FICHERA: A Issues.
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0 Yeah, perspective on that.

WITNESS FICHERA: A Energy market.

Q Right, so we don't need to tell war
stories about that, but if you can relate
your recollection of what was unique about
California to what you presented as success
stories in other states either as cautionary
tales, you know, in California, we -- so just
as you go along.

WITNESS FICHERA: A Sure.

Q Or if you want to talk about it
after Mr. Kinosian kind of sets the scene,
either way. So that's kind of what I'm
looking for in terms of the record here.
That's what Commissioner Peterman, assigned
Commissioner, unable to be here, down in
Fontana for the Commission meeting today,
that's her particular interest and that's why
we asked you to fly out here is that sort of
thing.

So we can read your testimony, but,
you know, the flavor is what we're kind of
looking for. Sound good?

WITNESS FICHERA: A Understood.

Q Very good. Shall we start with
Mr. Kinosian?

WITNESS KINOSIAN: A Sure.

Q Okay. Why don't you tell us what
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the what is.

WITNESS KINOSIAN: A There's two
different proposals in CalCCA's testimony
regarding securitization. The first I'1l1l
describe is securitizing the existing
ratebase of the utility's utility-owned
generation facilities.

Those facilities currently are in

their -- the sunk costs for those facilities
are in their ratebase. They earn a rate of
return. Ratepayers pay depreciation on the

ratebase, they pay the return, they pay the
taxes the utility incurs on the return.

And adding all those up is a fairly
significant cost. Those costs can all be
replaced for this existing ratebase by
issuing bonds through securitization to repay
the utility for all that existing ratebase so
the utility is made whole, they don't lose
any money, but the securitized bonds have a
much lower financing cost than the rate of
return in taxes that are incurred on the
utility's ratebase.

So there's a significant reduction
in the cost to ratepayers in paying off the
existing ratebase through securitization than
there is through the typical depreciation and

Commission cost of recovery processes.
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The second aspect where we propose
securitization is regarding buydowns of RPS
contracts where we have recommended that a
reverse auction be done to obtain from the
holders of those RPS contracts what price
they would accept to reduce -- what payment
they would accept to reduce the future prices
in those contracts.

Those up-front, lump-sum amounts for
whatever buydowns are done could then be paid
off through securitization rather than having
them either expensed in one year, which might
result in rate shock or having been paid off
over time at the utility's rate of return.

So once again, the securitization
allows you to pay off that up-front, lump-sum
of money used to buy down the contract at a
lower cost than would otherwise be incurred
or avoiding rate shock if they were to be
expensed all at once.

0 All right, very good. And now
we'll hear from the three of you as to how
this would work. And again, also feel free
to point out places in your testimony where
you would direct me and the commissioner to
particularly focus on in the sense that, you
know, this technical thing is really well

explained on page so and so, that kind of
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thing.

WITNESS FICHERA: A I'm sorry, respond
by giving an overview in terms --

Q Yes.

WITNESS FICHERA: A My name is Joe
Fichera. I am the Chief Executive Officer of
the Saber Partners. We were hired by CCA,
not to represent them, but to do an actual
evaluation and independent opinion as to the
benefits, costs and risks of securitization
within the parameters of looking at, given
this proceeding, the power to incur an
adjustment charge and utility remaining owned
generation and possible power purchase
contract.

We looked at it, the team, from a
variety of perspectives in order to come to
the conclusion that we recommended
securitization in this proceeding as a way to
both save ratepayers substantial funds and
give the utility needed capital for their
purposes and reinvestment.

So Mr. Sutherland looked at the
actual numbers of what -- of how
securitization by selling securities and
refinancing existing costs would affect the
bottom line and the bill. Mr. Abramson, who

is also a noted equity analyst, was looking
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in terms from the shareholders' perspective,
from the market perspective.

Mr. Schoenblum, who had been
treasurer of Con Ed from the 1970s where
Con Ed actually had to suspend their
dividends similar to what PG&E has had to do
recently looking at this as a tool, and then
I looked at the ways of where securitization
as a financing tool was used throughout the
country and in what context and how, what
made a successful offering that protected
ratepayers' interests while respecting
shareholders' rights.

I think the important thing that we
saw was that securitization as a financing
tool has Dbeen used really to facility wvarious
transitions in markets and to eliminate
shocks that occurred in various markets.

It was first used in California in
the late 1990s to finance a 10 percent rate
reduction during the transition to a
deregulated market and then throughout other
parts of the country who were deregulating.
And we were working in Texas as the adviser
to the commissions there, issued bonds that
were called transition bonds that were
helping to transition from a regulated market

to a competitive market and what were the
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costs associated with that that were
negotiated between the various parties.

And once a decision of the terms of
what would be the amounts that we financed,
then we were -- securitization was simply a
tool to get the lowest possible costs. It
doesn't guarantee that you get the lowest
cost, 1t gives you the opportunity to sell
because we used legislation in various states
to address specific concerns that potential
rating agencies, credit agencies, and
investors might have in order to make sure
that the debt that they would buy or lending
their monies that would be paid back in the
absence of any potential problems with
utilities.

And that was actually tested through
the bankruptcy of PG&E so that the bonds that
had been issued in the late '90s went through
the PG&E bankruptcy without any disruption at
all from the credit market's perspective.

And there was never a watch list where a
credit rating agency was concerned that their
rating might be impaired or such because of
the bankruptcy.

They had been structured
appropriately such that those cash flows that

were being collected by PG&E during their
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bankruptcy, because they still were the
servicer of the debt, were collected, turned
over to an independent trustee and paid.

And then with PG&E coming out of
bankruptcy, there was a regulatory asset that
was negotiated during the bankruptcy of a
specific dollar amount and it was proposed by
the consumer groups that that amount being
securitized in order to, again, give the cash
to the utility, utility gave up earnings on
the specific regulatory asset over the period
of time but got the cash up front, but the
bill was lowered through the bond issue cost.

Q Okay.

WITNESS FICHERA: A And then when you
look, we then see what happens with
hurricanes in Florida and in Texas and in
Louisiana, another shock to the system and
people in terms of enormous cost.

It was then decided that
securitization would help the transition from
that storm to a more -- a regular environment
would be able to do is through, again, raise
the money through the capital markets through
the private sector, not tax money, not going
for a bailout from the federal government or
from the state government, but using the

ratebase to borrow in a structuring
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proceeding to borrow money at very low cost,
spread the payments out over a long period of
time, and minimize the impact on the bill.

So it was used for storm damage
costs in Florida in 2005, Louisiana and such.
And then just two years ago, it was used as
a —-- for the early retirement of a nuclear
facility in Florida in which the utility had
broke the plant, it was no longer operable,
and they were going to get their cost
recovery over —-- they'd taken a haircut in
terms of some parts to -- over liability, but
they still had approximately $1.3 billion of
unamortized costs at a reduced return.

And the decision was to, again, use
securitization to lower the cost to the
consumer while still making the utility whole
for their costs and that was done with one of
the longest tenors of bonds of amortizing
over about 20 years.

Q Okay.

WITNESS FICHERA: A Most other types
of financing had been short, 10 years,
12 years, but it has been shown as this
product has developed more and more on the
markets that investors with very long-term
liabilities like insurance companies were

looking for very high-grade investments like
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these securities that aren't available in the
corporate market.

For example, when I was back here in
2001, there were I think seven U.S.
corporations that had triple A ratings from
both agencies. I believe it's now only two.
Exxon lost its triple A, the U.S. government
lost its double, triple A so that there has
been a growth in this market and acceptance
of this as an important financing tool to
have available to deal with transitions.

We have recommended that it be used
in this situation as this transition of these
issues and believe that the -- while it in
all the previous states, they have used
legislation, so that's typically how it's
been done.

There has been talk about doing it
under existing authority. It hasn't really
been done that way. So, could explore that,
but it would be easier to just go back and
have it check the box of legislation. ]

And then learning from the things of
how to put in various protections of having
an active Commission being involved in my
testimony we go through the three steps:

What should be in the authorized legislation.

What should be like in a financing order.
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And then 3, how should the bonds and
structured market and pricing with ratepayer
representatives through the Commission being
involved in all of those stages.

So maybe perhaps I would turn then
to Barry 1f you want to summarize the terms
you believe, parts of the market or the
equity investors' reaction would be to a
securitization of the type of the numbers.
And then Paul can tell you a little bit more
in terms of -- actually, maybe Paul should
give the numbers first.

Q That would be good, yeah.

WITNESS FICHERA: A In terms of the
potential, based on Mr. Kinosian's amount,
we're looking at a possible financing of $4
billion for PG&E and approximately 2 billion
or a little less than 2 billion for Southern
California Edison. And that goes from there.

WITNESS SUTHERLAND: A So one of the
major objectives of my testimony was to take
the numbers that Mr. Kinosian provided in
terms of utility-owned generation and
calculate what the savings to the ratepayer
would be if they were financed with the
securitization type financing and also to
explain the source of those savings.

And I looked at three different
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scenarios, two scenarios for PG&E, and one
for Southern Cal Ed. And then a separate use
for securitization that I also looked at was
to buy down purchased power agreements. In
the case of purchased power agreements I did
not have specific utility information on
their contracts for either of the
investor-owned utilities.

But I made what I felt were
reasonable assumptions to calculate
hypothetical savings on a hypothetical
portfolio of purchased power agreements. And
my conclusion was that there is potential for
savings, but it's not as certain as the
savings that you could get from securitizing
utility-owned generation.

So when I looked at the
utility-owned generation, the two scenarios
with respect to PG&E were, one, 1in one case
to securitize all utility-owned generation in
the amount of about $4.5 billion worth of
assets, undepreciated assets, to finance that
over a -- with a final scheduled maturity of
20 years. All of this is on my Exhibit M.
It's a summary of the results. Final
schedule maturity of 20 years. A weighted
average life, since these are a series of

bonds which have different maturities, a
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weighted average life of about 11.7 years,
and calculating then a net present value
savings if you finance all utility-owned
generation for PG&E of about $1.6 billion.

And the net present value savings.
If you finance just utility-owned generation
excluding fossil generation over the same
schedule final maturity weighted average
lives, the net present value would be about
$1.3 billion.

Then in the third scenario, which
was for Southern Cal Ed, I calculated
financing all of the utility-owned generation
in the amount of $1.5 billion worth of
undepreciated assets. And in that case the
final scheduled maturity that I assumed for
the securitization was 25 years, the reason
being that they had some nuclear assets which
were longer lived. And so I was trying to
match the term of the securitization to the
maximum term of the generating assets that
were being financed. And so the weighted
average life in that case was 14.9 years.

And the savings in that case were
approximately $589 million.

And in my Exhibit K I show a pie
chart which gives you the main reasons or the

sources of the savings from the use of
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securitization. And the three main reasons
that you save, you're able to save money for
the ratepayer in a securitization, the first
one 1is and the largest one is that you are
replacing equity financing in a traditional
mix of capital with low cost debt financing,
the cost of securitization.

And in the case of the utility,
equity cost 1is approximately 10 percent.
Whereas the cost of securitization in today's
market for the term that we were looking at
would be about 4 percent, a little less than
4 percent in the case of PG&E. A little more
than 4 percent for SCE. So that savings
accounts for about 40, 43 percent of the
total savings that you would get. This is
Exhibit K, page 1, for the larger PG&E case.

The second biggest source of savings
comes from the fact that if you are financing
with debt instead of equity, you don't have
any income taxes or income-related franchise
tax, state franchise taxes. Those income-
related taxes are only related to the fact
that the utility is earning an equity return
that they have to pay tax on. So if there's
no equity, there's no income tax.

The third major reason for savings

by using securitization is the fact the
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structure of the financing is levelized over
the period of the financing. So if we're
assuming a 20-year final scheduled maturity,
the revenue requirements in most cases are
levelized over 20 years as opposed to
traditional utility financing where you have
straight line depreciation and you have a
declining revenue requirement over whatever
period you're financing it over. And that
fact when you're calculating the net present
value of your revenue stream gives you
significant savings. That accounted for
about 23 percent of the savings in the larger
case for PG&E. The elimination of income-
related taxes accounted for 29 percent of the
savings.

So those three items, no income
taxes, no expensive equity, and levelized
revenue requirements accounted for the major
portion of the savings. And then in addition
to that, the securitization debt is actually
also cheaper than the utility debt because
securitization debt is triple A, of course 1is
the utility debt, which is either triple B or
single A minus. And then there's a small
savings related to lower revenue rate,
revenue-based fees. Since total revenues are

less, revenue-based fees would be slightly
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less also.

I think those are the main issues
related to the financing of utility-owned
generation.

Then the second and perhaps less
certain source for use for securitization 1is
the PPA buy-down which I showed in Exhibit P
as an example. And that's been used at least
one other time before, two other times by one
other utility. It was used by Public Service
of New Hampshire. I forget exactly what year
that was.

WITNESS FICHERA: 2000, 2001.

WITNESS SUTHERLAND: 2001 or '2. And
they issued an initial financing which I've
included the cover page and the use of
proceeds as an exhibit. I believe it's --

Q Yeah, I've got it here. Good.
Yeah. Keep going, please.

WITNESS SUTHERLAND: A Yeah. I'm
SOorry. Exhibit 0. And they used that to buy
down some of the contracts, and then they did
a follow-on financing a short time later, I
think that following year, for some

additional buy-down uses.

So it has been done before. It can
be done. It was tried. It was looked at in
Vermont. And we, Saber Partners did some
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initial work getting legislation in Vermont,
but they were never able to a negotiate a
cost-effective buy-down. So it was not
actually used in that case.

So the savings there are dependent
on whether the contracts can be negotiated
for a buy-down or not. So it's less certain
in that sense than it would be in using it
for the utility-owned generation.

Q And could you expand on that a bit
as to why it's more challenging or what -- I
guess what the bond buyers?

WITNESS FICHERA: A It's not from the
bond buyers so much. It's really, again,
there are two things in the securitization,
and a lot of people conflate the two. One 1is
how do you determine the principal amount of
what a securitization bond issue would be.
Some people would say, what asset are you
securitizing? Well, you're really not
technically securitizing that asset. That --
when we look at unrecovered cost in a plant
or the other expenses or the buyout, that's
the amount. What we're really securitizing
is a new charge that's going to be put on
everybody's bill to collect moneys to pay
principal and interest on time. But we're

determining the size of the bond issue based
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on some other external factor, such as the
undepreciated cost remaining in the plants is
what we looked at that year, the cost of the
storm damage, the excess power costs in New
Jersey, the cost of pollution control
equipment in West Virginia, whatever. Those
specific things are Jjust coming up with a
bottom line number that we needed cash to get
to the utility. Then we'd structure a bond
deal.

So in the power purchase agreement
you say, well, how are we going to show
savings? We have a certain amount of cash
flow based on the above market. We say,
well, we'd like to reduce that, that cash
flow by a bond deal because it's going to be
so different. But now you have got to get
agreement from the contract owner to take a
certain cash payment to do. They have a
stream that they feel that is pretty solid,
never been challenged. Utilities see it just
as a passthrough, not theirs, though they're
getting more concerned, as Mr. Schoenblum
said, about the debt equivalency of power
purchase agreements and some pressure that
you have too many power purchase agreements,
that that could affect their credit ratings

or they would like to have a tool to try to
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use that.

But still, you've got to get a
price, you've got to get something that
agrees, and then you look at those cash flows
versus the bond cash flows, and do you get
any savings. You may not get savings because
you can't get a price. The operator want --
of the facility wants such a high price to be
taken out, that he does -- that he or she
doesn't -- gives a price that once we even do
the bond deal and we look at the cash flows
to the ratepayer, that there is no savings.

So the Vermont legislation
specifically said you can only do this 1if you
can show savings. They weren't able to get
prices to show savings. Now, New Hampshire
said that they did get savings. They never
disclosed how they got those savings or how
much it was. But their official -- their
prospectus says they used it for buy-downs.

Haven't seen it done anywhere else
in the country. Actually, there are
proposals that say, you know, you really
ought to have securitization upfront to
negotiate with buying the contracts because
when you're negotiating the initial contract,
their cost of capital is based on utilities

rating and such, and that's where they go
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out. Maybe if you had triple A debt to give
them upfront you could get a lower price of
the upfront. So maybe we should have
securitization in place not to buy out
contracts but to create contract.

This i1is why other people are all
using -- thinking of securitization in a more
flexible as a financing tool to lower the
costs to ratepayers in markets like
California.

So long answer to the fact that just
couldn't get a price that when we ran the
numbers under the market conditions at that
time, there were no real savings to the
ratepayer.

WITNESS SUTHERLAND: A May I Jjust add
a short answer to that same question. The
difference between buying down PPAs and
financing utility-owned generation in my view
is that in the case of utility-owned
generation you know what the cost of capital
of the utility 1is. It's public information.
In the case of buying down a PPA, the buyout
amount, the amount of money you're going to
have to give to the PPA investor depends on
his cost of capital. And you do not know
what his cost of capital is.

WITNESS FICHERA: Or her.

PUBLIC UTILITIES COMMISSION, STATE OF CALIFORNIA
SAN FRANCISCO, CALIFORNIA




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

679

WITNESS SUTHERLAND: A Or her. If the
cost that they have is very high, then the
discounted value that he's willing to accept
is a smaller number, and you're likely to be
able to buy him out. He would like to get
cash so that he can reinvest it at this high
cost of capital. But if his cost of capital
is low, then you discount that future stream
that he's giving up, and it's still a big
number, and it's probably going to be too big
to make it worthwhile to buy it out. So it's
an unknown quantity. You only know after you

ask the PPA investor what are you willing to

take.

0 Okay. So that's interesting
because -- and there's a lot of focus on that
here. For example, we heard from a very

experienced consultant for one of the large
industrial, well, a very experienced
consultant in electric matters yesterday, and
others have kind of very much touched on the
same thing is there's kind of this big lump
of early renewable contracts that are
essentially a large part of the problem we're
trying to address in this proceeding. And
this witness yesterday said, you know, well,
she didn't say it directly, but it's kind of

like, those need to be made to go away, and
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then we have a much more solvable problem.

So I'm wondering like, and if I'm
being facetious and somewhat silly, but if we
set you guys up in an office downtown and the
PPA, the contract holders could come in and
present their proposals and so on and so
forth, can a deal be done? Is that -- I mean
is it kind of like --

WITNESS FICHERA: A It's possible.

Q -- it's a one-on-one thing?
A It's a one-on-one thing. And
that's why we think you ought to have -- we

have recommended that the Commission and
members of this proceeding get legislation,
make this tool available as an option without
an expiration date, which is important, and
with also flexibility to be used in
different -- that the parties will agree to
through the regular regulatory process.
Because, for example, Public
Service New Hampshire, when its transition
cost, they still had one -- I think a
remaining plant that they just -- they sold
in 2015, and they got additional approvals to
securitize the difference between the market
value and the undepreciated cost. And they
just completed a transaction two weeks ago.

Florida on its storm damage costs
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does not have a expiration date because there

may be future storm damages. Other states
did put expiration dates. And again, those
were political negotiations. And I think

utilities often may be concerned that the
Commission may ask for a securitization more
or less at different times.

But in here, since California 1is
going through a major transition and there
are issues like the power purchase agreements
and the PCIA, this is a very important tool
to have. It's sort of I'd rather have it and
not need it than need it and not have it kind
of approach, and financial flexibility,
particularly given the divergence of, you
know, the issues related to PG&E and stress.
The fire issue could be, this issue could be
considered similar cost associated like the
storm damage in Florida. I mean a natural
event that occurred that created costs that
need to be recovered. Securitization might
be used there. We know where it can be used
here. But let's have the framework in place
so that then you can make decisions as to
what is the optimal mix of capital to the
effect for -- on ratepayers.

Q Okay, Mr. Kinosian. And I've got a

question for Mr. Abramson.
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WITNESS KINOSIAN: A Just to clarify
based on one thing you said, your Honor. Our
proposal is not to bring each generator in to
negotiate a reduction in their contract
prices. What we have proposed is that the
utilities conduct an RFO so that all
generators who are interested can basically
bid a discount and a lump sum that they will
take for a particular discount. And that way
we don't get involved with the utilities
having to negotiate or anybody having to
negotiate individually. You know, it will be
the results of the RFO. The best discounts
would get accepted and would be financed
through the securitization.

Q Okay. Good. Good clarification.

A If I could add one more thing.

Q Let me ask. Would the money --
would the funds have to be available at the
time of the RFO or afterwards?

A That's exactly what I was going to
get at, your Honor. Great minds think alike.
No. As in the case in Public Service of New
Hampshire, you want the authority to be able
to issue the bonds if you get bids in that
are worth accepting. Once you have an amount
of bids that -- once you determine that there

are bids worth accepting and paying for, then

PUBLIC UTILITIES COMMISSION, STATE OF CALIFORNIA
SAN FRANCISCO, CALIFORNIA




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

683

you can issue the bonds to pay for them.

Q Okay. One of the -- bringing in
Mr. Abramson -- one of the things that the
utility response touched on was there's
really only so much financing capacity that a
entity can do, and might be better -- this 1is
an interesting idea -- but it might be better
to forego it because you want to kind of
have, keep those arrows in your guiver, so to
speak, and not use them on this sort of
thing. So I'm wondering what your
perspective on that might be?

WITNESS ABRAMSON: A Well, my
perspective is, you know, from the investor's
point of view, securitization is a nice tool
to have. When investors look at utility
companies and utility stocks, it's a big
universe. You don't have to narrow it down.
You can buy or not buy many different stocks.
So you're looking at stock selection, risk
versus return.

Lower risk is usually preferred.
This is a sector that attracts risk-averse
investors. It's not a sector that attracts
investors that want high growth and
volatility and are looking for that
trade-off. They want lower risk and good,

steady returns.

PUBLIC UTILITIES COMMISSION, STATE OF CALIFORNIA
SAN FRANCISCO, CALIFORNIA



jfichera
Highlight
WITNESS ABRAMSON


10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

684

If having securitization available
simply lowers the overall risk of the company
in that state, well, that's good for
investors. And lower risk is good, period.
And in our view having it available does
lower the risk.

Now, there's -- we discussed this
and also I think there is a document in our
filings from rating agencies that actually --
is that right? Do we have the Moody's
document? Okay. Good. So the Moody's
document pointed out that there's plenty of
financing capacity available before you might
hit what could be viewed as a psychological
ceiling that might affect the way the market
will look at the company and the particular
security.

So we view that securitization can
be used both in this instance for
securitizing utility-owned generation and
still have plenty of financing capacity left
that could be used for other purposes.

Also, you know, and I'm sure
everybody knows in California, the issue
about the wildfires is pending before the
courts and also in the Legislature. And you
know, a legislative solution could come that

could be acceptable and that could mitigate
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some of the financial risk. I don't know if
it will come, but that -- so that -- and that
could take a while.

But in the short run you can still
do the securitization of utility-owned
generation while you're still dealing with a
much bigger problem with the recovery of
wildfire costs and hopefully getting the
Legislature to address that in a way that's
fair to all parties.

Q Okay. Good.

WITNESS FICHERA: A I would want to
add to that. The document --

o) Go ahead.

A The document that is being talked
about was Moody's Regulated Electric and Gas
Utility Methodology. It's publicly available
and was referred to in the rebuttal testimony
partially.

The issue goes to, in terms of
capacity, I'm looking at the rebuttal
testimony saying that it's a limited amount.
There is no specific number that has been
given in terms of dealing with it. What
Moody's talks about, it says that we view
securitization as being on credit in part
because the rates associated with it reduce

the utilities' head room to increase rates
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for other purposes while keeping all rates
affordable to customers.

And then it goes on and it says,
when it's on balance sheet for accounting,
they exclude it. When it's off balance sheet
for accounting, they include it in their
ratios. They look at it. The point is the
head room issue where they believe that if
the charge associated with the securitized
bond, which is an irrevocable charge that
would be not allowed to be changed by the
utility becomes such a high portion of the
bill that when you look at the total bill,
there will then be political pressure to
attack perhaps this charge or other charges.
And the number that had been used, that again
is not a published number if you talk to a
rating agency, that you won't find in public,
is that if it gets to be -- if they think the
securitized charge gets to be 20, 25 percent
of the total bill, then they would be
concerned that political pressures might
start to mount. Might start to mount. Not
to say they would.

So if we use that rule of thumb of
25 percent of the bill. Let's say, let's
make that a hard ceiling. Looking at doing

the utility-owned generation for PG&E, we're
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talking about a charge that would be about 5
percent of the bill at 4 billion. So again,
5 times that to get to 25 percent of the
bill. You got another $20 billion of
capacity available. In the case of Southern
California Edison I think it was 3 percent, 2
point some percent. And then going to the 25
percent threshold, you see a huge capacity.
So while there is theoretically
some sort of head room based on the notion of
political unrest and such, there's a
tremendous of amount of -- you could still
do -- you could do the utility-owned
generation and still have tremendous capacity
left in securitization for other things
before there would be even concern raised
about that. 1
Usually the answer, when I do talk
to rating agencies about it, they talk about
they are worried about political risk at that
point. We often discuss, we say, well,
remember the regulator still has control over
75 percent of the other rates they probably
will go after. And if they go after the
25 percent of the rates that are
securitization, they get a lawsuit based on
the irrevocable financing order, state

pledge, everything else. If they go after
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75 percent rates, it is within their
authority.

The likelihood aspect of this was
debated, but people just say, again, let's
just say that that 25 percent is the level.
And in other states I think it has gotten as
high as about 14 percent maybe in Texas. And
again, no problems, nothing in terms of the
utility. Remember, it is paid down over
time. So we think the limited resource part
of the rebuttal testimony is, you know, when
you play with the numbers, it is not
applicable here. It 1is very premature.

0 Mr. Kinosian.

WITNESS KINOSIAN: A Couple of
comments on this issue. First off,
securitization has been done in California
twice before, the rate reduction bonds after
AB 1890 in the '90s and the PG&E bankruptcy
case in 2003. The amounts we are proposing
here for securitization are comparable to the
amounts that were done then. Though over the
20 years since those have been done, the
utilities' rate base has grown, revenues have
grown tremendously. So we are proposing an
amount that is actually sort of a lower
percentage of the utilities' revenues than

what was done prior in California. Those
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issuances had no problems in the prior.

The other thing I would point out is
that both the rate reduction bond subseqguent
to AB 1890 and the securitization for PG&E's
bankruptcy were done for the sole reason of
reducing ratepayer costs. There is no other
circumstance that was driving it other than
reduce ratepayer costs. So the notion at
least to be held for some future need doesn't
seem to be that strong an argument.

In addition, there are particular
reasons why i1t might make more sense to do it
now rather than holding those arrows in

equivalent layer. As you are aware in this

proceeding, the utilities are suggesting

there is an urgency to deal with the costs
that are being borne by bundled customers for
these uneconomic resources, such that we need
to make a significant change to the PCIA,
excuse me, the -- I'm not sure what it stands
for, power cost indifference amount, that
there is an urgency to dealing with these
high costs borne by bundled customers. And

it 1s our view that securitization will save

bundled customers more money than the cost

shift the utilities are alleging occurs under
the current PCIA, which would indicate there

is more of an urgency doing a securitization
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now, and greater benefits.

The last point on this is that the
utilities have also indicated concerns about
losing customers, the high cost of their
facilities. This would help in that regard
reducing their rates and their costs. Also,
to the extent the utilities do need to raise
capital for anything, the utility stock
prices have all dropped significantly in the
last year due to fire concerns. PG&E's in
particular has dropped roughly 40 percent.
So that would be a bad time, a relatively bad
time for utilities to be going into the
market to raise capital given the low wvalue
of their stock, the most value for their
stock. This would be a more attractive way
for their shareholders to raise capital
rather than issuing new stock and diluting
the value of that stock at a low price.

Q Maybe we will touch on one more
thing and wrap up, get you back to the
airport, so on and so forth.

If you can speak about the process
of passing the legislation. Any insights
there, you know, California has a very active
legislature. I don't know if other states
are similar in that way or what --

WITNESS FICHERA: A there has been
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good bills and there has been bad bills. We
do think that the bills -- for example, there
was a bill proposed in New Mexico in the
February session that was considered by many
an overreach and ultimately got rejected. A
good bill was considered in Missouri. It
sort of expired given the political dynamics
of the governor being impeached, and such. A
bill was passed in Colorado last year by one
house, but not by another.

I think we have precedence in -- the
precedent of the two bills previously, in
which adjustments can be made, as outlined in
my testimony, in terms of just making clear
for the specific ratepayer protections. In
my testimony on -- in terms of best
practices, we discuss what should be in
designing the legislation beginning on
page 14, such as establishing a lowest cost
standard for the bond issuance. So that
the -- you Jjust don't try to marginalize the
cost, because getting a Triple-A rating
doesn't guarantee you getting the lowest
cost.

There is a lot more that goes on in
terms of the structure, marketing and pricing
that requires the Commission to have active

oversight from the beginning to the end,
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establishing the property right correctly,
creating the transfer of that right, on

page 15, the state pledge nonbypassability
and the adjustment mechanisms associated with
that.

So I think it is page 14 through 17
discusses the types -- in my exhibit of the
Missouri legislation, which was I believe a
collaboration of both consumer groups and the
utilities. Senate Bill 968, Exhibit C to my
testimony align pretty well in terms of how
it can be done.

I don't think there are a lot of
policy issues or political issues that would
get involved in this that would be -- I know
in the rebuttal testimony I said, "Oh, my
God, the darkness of California politics.

You never know what goes on." That is
probably true. People put on amendments or
try to do other things. I think you can get
a clean securitization bill based on the
precedence of the previous two ones that were
used in 1996-'97, and then 2005 and 2000,
updating that legislation and streamlining it
a little bit. And establishing lowest cost
standard, making certain other things are
clear. It wouldn't be controversial for the

Commission.
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Q You mentioned though there was a

bad bill.

Did you have one in mind?

A I said New Mexico --

(Crosstalk.)

0 What is

A "Bad"
Commission's authority
transaction, or simply
rubber stamp, in which
bill was brought under
there is a legislative

done by the Commission

various concerns about

"bad"?

is something that limits the

to review the
makes it try to be a
that

the -- at that --

criticism. I think
impact report that was
that outlined the

ratepayer protections.

The way it went was that the

utility could make an application.

And 1f

they just checked off a list of five or six

things, the Commission

must approve it and

gave them complete discretion as to then

going to market and doing anything without

any further involvement.

So the concern about that is

that -- and the dollar

undepreciated cost.

amount was a fully

There were certailn

things they were hardwiring into the bill

that were problematic,

as opposed to

empowering the Commission to review various

things, make decisions

where everybody gets to be heard,

in an open process

utilities
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as well as -- but specifically having the
standards of lowest cost and protecting
ratepayers so that -- we often say that these
transactions are like a -- the actual bond
issue is like ham and eggs where the chicken
is involved but the pig is committed. So the
utility is involved, but the ratepayers
commit. They get all the cash, and then they
don't -- you know, it is not a liability of
theirs, you know, their service or they just
have to collect.

So somebody needs to be at the
table protecting the ratepayer, and that is
usually the Commission. That i1s why we also
gave you the contract that we had where we
served in Texas for six transactions and also
in Florida where we were assisting the
Commission in protecting ratepayers through
the structure marketing and pricing. So
legislation establishes the framework.

Then we talked about what the
financing order would say, needs to be talked
to the investor community. And then in that
financing it is what you sell in the market.
What the investors want to see in order to
get the lowest rate.

I think I should also make sure

that people understand in doing these savings
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we used existing rates. Of course rates can
change over time, and we are looking that
rates may be going up. Do this -- the
question is: How robust is that through a
change in interest rates? In this situation,
it is not very robust. Meaning, 1if interest
rates go up 100 basis points, 200 basis
points, you still have significant savings
because of the difference in the weighted
average cost of capital and the bonds rate
where we are right now. It is not like
something that if we delay, you are going to
wipe out all the savings. Why you ought to
go with all deliberate speed or faster 1is
because interest rates are low now, and they
might go up. It might be better to do this
sooner.

The other question will come out is
what about investors? You know, could you
oversaturate the market? How do we know
there is enough demand out there. Of that
$50 billion that had been issued over the
past 20 years, less than 10 billion 1is
outstanding. We know that there is a big
capacity, and they have a capacity for longer
term. The other counterargument would Dbe
most of that was under 10 years, and you are

now trying to the sell bonds 20-25 years.
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That really hasn't been done. Well, that 1is
true. Most of the issuance have not been
there. But when we did do the issuances in
2009 post-credit crisis, and 2016, the best
rates and the greatest demand was actually
the longer term maturities.

So that is where some of these
bonds in Florida were actually priced on top
of TVA, Tennessee Value Authority, which is
Triple-A government agency on top of Johnson
and Johnson, one of the last remaining
corporates.

So you have tremendous capacity on
the balance sheet. You have tremendous
capacity in the market. You have good demand
for it, for the longer term insurance
companies. So you have a confluence of
events that make this something that is very
attractive. You have the numbers associated
with it showing that in this transition
significant savings are on the table. And,
you know, why not take them.

0 All right. Good. Mr. Kinosian,
one final gquestion?

MR. KINOSIAN: A One point I wanted to
make, when the Commission approved
securitization for the PG&E bankruptcy case,

there was not legislation authorizing that
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securitization. The Commission sought that
legislation after approving the
securitization be done. So you can approve
securitization prior to their being
legislation in place. It took 14 months from
the time of the bankruptcy decision to the
issuance of the bonds. So it was an extreme
delay and needed to get legislation, a
financing order at issuance of the bond.
However, as Mr. Fichera said, the sooner, the
better. So CalCCA is already looking at
trying to get legislation enacted now prior
to the time the Commission issues a decision
in this case so we can expedite the process
even further.

Regarding the question you had about
a bad bill, in the PG&E bankruptcy case, I
believe it was ORA, TURN and PG&E worked out
what was referred to as "mutually acceptable
legislative language." So we will be
reaching out to parties to try to make sure
the legislation that enacted does obtain
mutually acceptable language so it is not a
bad bill.

0 Mr. Fichera I think mentioned

towards the beginning that there was some
consideration of using "existing authority,"

rather than going through legislation. Do
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you recall mentioning that?

WITNESS FICHERA: A Yes, I do.

Q What was the existing authority?

A Whether the Commission could bind
itself given its statutory or legislative
position. I mean the PUC is in a
constitutional position, as opposed to
legislative.

So law firms and others have
discussed this. They called it
"administrative securitization" back in the
late 1990s, early 2000, about whether you
could create a binding non-appealable order
that was irrevocable under existing
authority. Some people thought it was
theoretically possible, but that it would
need to be tested in the courts and made sure
that, you know -- because it has to be
non-appealable. So you want to have it
tested that if you did, somebody would appeal
so that a court would then say so so that
someone else wouldn't be able to come later.
So while people thought maybe it couldn't be
done under existing authority if you can get
the legislation, why don't you just get the
legislation.

Q Good. I want to wrap this up. Mr.

Fichera, you kind of had the last word. I
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want to give -- please?

WITNESS ABRAMSON: A Just one 1like
quick summary from the investor perspective.

Q Yeah, I want each of you to have a
shot?

A I've covered utility stocks for
over 40 years. I know the California
companies very well, and many others. And I
think the biggest and most likely fundamental
pushback to a proposal like this is that they
are giving up a little bit of earnings on
assets that are already in rate base. We are
saying securitize it, take it out of rate
base. From the equity investor point of
view, these are companies that have
tremendous earnings growth potential from
growing the T&D business. Utilities have
been investing huge amounts of money,
billions in California every year, that carry
out the environmental policies, economic
policies, social policies of this State. And
they will continue to do that to the total
rate base. And investors look at long-term
growth, a short-term drop in earnings because
they give up a little bit of generation rate
base, which is a small portion of the total
pie would be quickly recovered because they

will reinvest the money. They are not going

PUBLIC UTILITIES COMMISSION, STATE OF CALIFORNIA
SAN FRANCISCO, CALIFORNIA




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

700

to sit on the money. They have so many
opportunities to invest the money. They will
guickly apply to the Commission for approval
to invest in something new and there is so
much that they could do. That is from the
equity investor point of view.

Again, from the bond investor point
of view, the utility simply benefits from
securitization because it gets the upfront
cash. And it can, therefore, recover the
investment quicker and at a lower cost to
ratepayers.

When you are looking at it from the
stock market investor perspective or the
bondholder perspective, looking at it in the
long term, it seems like it is a good thing
and it gives them growth. They do give up a
little bit, but most investors are smart
enough to look at the long-term big picture,
not look at the impact of a short-term
giveback and reduction in rate base, because
the money will be immediately or quickly
invested.

WITNESS FICHERA: A I think you
should -- I want to point out what Moody's
actually said on that from -- it is not just
our opinion, but in the document that the

Joint Utilities actually cited.
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WITNESS ABRAMSON: A Right, in Moody's
document on page 44, I'll just read you
sentence, it says:

The utility benefits from

the securitization, because

it receives an immediate

source of cash, although it

gives up the opportunity to

earn a return on the

corresponding asset, and

ratepayers benefit because

the cost of the securitized

debt is lower than the

utilities' cost of debt and

much lower than its all-in

cost of capital, which

reduces the revenue

requirement associated with

cost recovery.

And also, investors know in general
if you can lower rates. It is good in the
long run. Somehow, there are intangible
benefits to having customers a little bit
happier if rates are lower. Regulators
usually are a little bit happier if there is
a rate reduction. In the long run, that 1is
what the investors are looking for is

stability and some steady growth from utility
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investments.

Q Good. Thank you.

Mr. Sutherland, any final thoughts?

And then one of you could speak for
Mr. Schoenblum briefly on the IOU
perspective, 1if possible, that would be
great.

Mr. Sutherland.

WITNESS SUTHERLAND: A Yes. I would
like to say one more thought on the issue of
levelization, because I believe in the
testimony that PG&E gave they talked about
unequal burden associated with levelizing the
revenue requirement. What we are proposing,
and what happens in your normal
securitization in terms of levelization, is
nothing much different from what happens when
you enter into a purchase power agreement,
which is levelized over the term of the
contract. So if there is an issue of unequal
burden, it is the same unequal burden you
enter into when you do a purchase power
agreement. And I don't think it should be
anything that should prevent you from doing
this. What you are doing is making it
perhaps more equal, because you are charging
the same rate per kilowatt-hour on the

kilowatt-hours that are generated now as the
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ones that are generated 10 years from now or
15 years from now. Instead of giving a break
to the guys in the future that pay on a
reduced rate base from the same kilowatt-hour
from the same generator that they paid a
higher rate for when it was first in service.
I don't think that is an issue we need to be
worried about.

0 Good. Mr. Kinosian.

WITNESS KINOSIAN: A  Yeah, traditional
ratemaking has a front-loaded cost recovery
for utilities' rate base, which is more
unfair in terms of intergenerational equities
than a price, as Mr. Sutherland just
mentioned.

I would also mention that in the
prior securitizations, the cost of the
securitization was spread out overtime in the
future for costs that have been incurred
prior to that time. So the Commission did
not consider charging future ratepayers for
those costs to be a problem from an equity
standpoint in terms of what they were paying.

Similarly, when the DWR bonds were
issued, those were to pay costs DWR had
incurred for generation in prior years,
future customers had to pay bond costs.

Again, the Commission was not overly
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concerned with the equity over time of who 1is
paying for what.
Q All right. Any CEO perspectives?
WITNESS FICHERA: A I think
Mr. Schoenblum couldn't be here because of a
medical scheduled procedure. As I recall,
testimony was specifically he had served
30 years at Con Ed, was close to senior vice
president and treasurer of Con Ed, and was
also at Con Ed back in the 1970s when Con Ed
had to suspend dividends and had issued with
market access. I believe he also went
through the various uses of securitization,
and how we looked at securitization under

existing law in New York and wasn't able to

get there. New York never got legislation
until later for -- owning for municipal
entity in New York in the mid- -- late 2013.

But he recommended, we all came to
the conclusion this should be something made
available, particularly now given the
financial conditions outlined and the fact
that this is another market transition tool.
We all recognize, he recognizes that these
types of tools you want to employ to help
smooth transitions that are coming into the
market and this is a tested tool.

Q All right. Very good. Do you feel
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you've all had your say? I think you do, I'm
sensing.

WITNESS KINOSIAN: A  Yes.

WITNESS SUTHERLAND: A  Yes.

Q Yes, and yes.

So what I'm going to do is end with
the four of you now. And then we are going
to hear -- we are going to take a break, and
you can stay until after the break. You can
head for the airport now. It is up to you.
Except Mr. Kinosian, you are going to stay.
And then we are going to hear from
Mr. Patterson if he has any thoughts. You
will have a chance, Mr. Fogelson, to speak to
him over the break. That would be how I
suggest proceeding?

MR. FOGELSON: Is it possible to ask a
couple of guick gquestions?

ALJ ROSCOW: No, it is not.

MR. FOGELSON: We did reserve.

ALJ ROSCOW: No, you don't. You gave
it up.

MR. FOGELSON: As part of the Chapter 3
panel.

ALJ ROSCOW: Off the record.

(Off the record.)
ALJ ROSCOW: Back on the record.

We are going to take a 15-minute
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break now, and then we will hear from
Mr. Patterson, 1if necessary. So we will be
back at 10 minutes past 11:00 a.m.

Off the record.

(Off the record.) 1

ALJ ROSCOW: Back on the record.

Mr. Fogelson, have you had a chance
to talk to Mr. Patterson?

MR. FOGELSON: I have. And I thought I
would go through the direct real quick for
the record.

ALJ ROSCOW: Sure.

RICHARD PATTERSON, called as a witness

on behalf of Pacific Gas and Electric,

having been sworn, testified as
follows:
DIRECT EXAMINATION
BY MR. FOGELSON:

0 Mr. Patterson, could you state and
spell your name for the record?

A My name 1is Richard Patterson,
R-i-c-h-a-r-d, P-a-t-t-e-r-s-o-n.

0 And what is your position at PG&E?

A I'm the Director in the Finance
Department.

Q Okay. And have you sponsored or
co-sponsored in this proceeding IOU
Exhibit 3, which is the Rebuttal Testimony

Chapter 3, Section G, relating to
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securitization?

A Yes, I have.

Q And was that testimony prepared by
you or under your supervision?

A Yes, it was.

Q Okay. And are the facts contained
in your testimony true to the best of your
knowledge?

A Yes.

Q Do the opinions expressed in your
testimony reflect your best professional
judgement?

A Yes.

Q Okay. Thank you.

Were you present for the last
panel?

ALJ ROSCOW: I'm sorry. Mr. Fogelson,
I forget to swear in Mr. Patterson. If you
would raise your right hand.

(Witness sworn under oath.)

THE WITNESS: I do.

ALJ ROSCOW: Okay. Let’s proceed.

Thank you, Mr. Fogelson.

MR. FOGELSON: Sure.

Q Were you present for the last panel
of the witnesses from Saber?

A Yes, I was.

Q Okay. And did you have any
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thoughts or reactions to their testimony

today?
A Yes, I did.
Okay.
A Or, I do. So I'll go through
those. I just have a few. And I think it

will be a few minutes.

ALJ ROSCOW: You know, take your time.
Take as much time as you need. We're on
schedule.

THE WITNESS: All right. Great. Thank
you.

So I think the biggest issue here
is, what are the best uses of securitization?
And I know the context of this proceeding is
the PCIA.

ALJ ROSCOW: Do you want to move your
microphone a little closer there? It needs
to be pretty close.

THE WITNESS: Oh, I'm sorry. Does that
work?

ALJ ROSCOW: Yes. Sorry.

Ms. Smith, do you mind unmuting us?

MS. SMITH: Yeah. Of course.

ALJ ROSCOW: Okay.

THE WITNESS: Okay. So maybe I should
start again.

ALJ ROSCOW: Yes, please.
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THE WITNESS: Okay. So I think one of
the biggest issues here is what are the best
uses of securitization? And here in the
context of this proceeding, clearly the focus
has been on reducing generations costs,
either the UOG costs or our contracts.

But when I step back and I look at
the overall state -- and I know many of you
are aware of it. Governor Brown, probably
last December, talked about to the new
normal, the new normal of climate change and
how that impacts the state. And not just
utility infrastructure, but all of our
infrastructure.

And so when we talk about the new
normal and what it might entail in terms of
utilities, we think about hardening our
assets and what's that going to cost. You
know, it’s not just things like resilience to
wildfires. It’s also storms, much bigger
storms that might inundate substations.

There are a lot of issues that come along
with climate change.

So when I think about
securitization, I agree with Mr. Fichera. It
is a financing tool that is really out there
to facilitate transitions. And when I think

about the biggest transition that we're
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facing in the state, it’s the transition
because of climate change and all those
impacts.

And so when I think about the best
uses of securitization, I think about what we
might have to do with our system in terms of
constructing new assets or hardening assets.
I think about the damages that storms might
do, and what those costs might be, and
whether or not securitization is a good tool
for those. I also think about -- and I know
some you have are aware of this, but we're
looking at the future of our gas business.

And one of the paths that the state
may go down, in order to meet its climate
goals, 1is to reduce the use of natural gas.
So if there's not enough renewable gas, and
so far if it’s not at the right price, then
one way to deal with the natural gas, the
methane issues, are to reduce the use of
natural gas. And, so, 1s there a use of
securitization when it comes to the recovery
of what could be a very large stranded asset?

So I see a much bigger picture for
the use of securitization. I think it’s a
great tool. I don't disagree with the idea
that it’s a good financing tool. It replaces

equity, which is primarily why it’s a
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low-cost tool.

And when we think about where is the
best place to use that, I think Mr. Fichera
also talked about how all the utilities are
facing some -- we've all had downgrades -- I
think we all have, I know we have. Our stock
prices are lower. We're facing more, what
looks 1like, financial distress. And when
that financial distress puts pressure on us
to raise securities, the issue 1s what should
with we be using this particular
securitization tool for?

I think Mr. Fichera and Mr. Kinosian
also mentioned that we used it as a tool to
come ouch bankruptcy. It did help us come
out of bankruptcy. It was a low-cost
financing tool.

So there are a lot of uses for
securitization beyond just what we talked
about here. And I want to be sure that we
understood that those uses -- it’s not clear
what the best use is. And it gets to the
limit.

And I know Mr. Fichera said that
nobody knows what the limit is. And I agree
with that. We've had many conversations with
our bankers, with our credit rating agencies,

we've asked what's the limit, and nobody can
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tell you.

But what they will say is that there
as limit. It will depend on the facts and
circumstances at the time. So that time
could be three years from now, five years
from now. And if we find that we've used up
this tool, and then we find a really good use
for it, then we may have hurt ourselves. So
that's why we want to be very carful when we
talk about what we can use securitization
for. We want to make sure we have it when we
need it.

So I think, just to summarize, 1it’s
a good tool. But we need to use it sparingly
and for the best purposes. And I think to
accomplish that, that's more than just the
people in this room. I think there are a lot
of other stakeholders involved that need to
be apart of that discussion. So that's my
major issue that I wanted to highlight.

I also wanted to talk a little bit
about the PPAs. Because I know we talked
about the -- the Saber Partners talked about
the potential for buying down PPAs. And, you
know, this is really an interesting issue.
But let me -- maybe I can highlight kind of
what that means.

So let's say that we've got a PPA,
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we're going to pay them a billion dollars

over 20 vyears. Let's say that's a
present-value basis. So if I'm going to do a
deal -- because the first thing is you have

to do is a deal. If I say I'm going to pay
them a billion dollars over the 20 years, I
want to do a deal that I only pay them, by
the time we're done negotiating, that I say
I'm only going to pay them 800 million or 700
million. That's the deal I'm going to do.

Then I have to finance it. If I say
I'll pay you 700 million bucks, and then
you're going to relieve me of what I see as
otherwise a billion dollars of payments on a
present-value basis, then I've got to finance
the 700 million. Well, that's where the
financing cost comes in.

So, normally, we would finance that
with -- with equity, and that's expensive.
So we could finance that doing the
securitized debt. So there's really two
parts to it. But i1if you can't do that first
part of the deal, if you can't save some real
money there's not a real economic benefit.

All we're doing is prepaying.
You're prepaying a 20-year contract. And
you're betting that because you prepay it,

that all the energy is still going to be
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there over that 20-year period. It’s sort of
like buying a derivative or a futures
contract.

So we have to be very careful when
we think about those kind of deals because
they may not be in our best interest. So I
just want to make clear that even though it
seems like it's simple to do a deal, pay the
money, it’s much more complicated than that.

And then the last item I really
wanted to talk about is the levelization.
Because I think there was a misunderstanding
of what we said in our testimony. When we're
talking about what we call intertemporal
inequity, we're really getting at something
like this.

So one of the proposals of the CCA
was to securitize our UOG. So one of our
biggest assets of our UOG utility generations
is Diablo Canyon. And it’s going to be
running for another six to seven years. And
our customers will pay all the remaining
costs of the Diablo Canyon for the next six
Oor seven years.

After that, they won't pay anymore.
They won't be getting use or getting any
benefits from it. But if we were to

securitize it with 20-year securitized debt,
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then they would be paying from year seven to
year 20 for an asset that's no longer in
service. And that's the issue we were
getting at.

And it can work in reserve too. So,
for example, on a PPA, you know, we could
prepay a PPA, and then pay over say -- do a
securitization over ten years that would be a
20-year power plant. So then you got
customers over the next ten years paying all
the costs to a power plant. And then
customers after ten years aren't paying
anything for the power plant.

So that's the kind of the other kind
of issue that we have to think about when we
talk about doing securitizations. And, with
that, I'm going do stop because those were
the issues I wanted to highlight.

ALJ ROSCOW: And I thank you for that.

EXAMINATION
BY ALJ ROSCOW:

Q I had a follow-up gquestion about
the PPA scenario. The panel talked a little
bit about the importance of the
counterparties' own cost of capital and how
the counterparty would think about that and
use that in their negotiations. And since

you're closer to the PPA world, do you have
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I further certify that I have no interest in the
events of the matter or the outcome of the proceeding.

EXECUTED this 10th day of May, 2018.

[ Tl
I'i!ma M. Gonza%ez
CSR No. 11320 i
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE

STATE OF CALIFORNIA

CERTIFICATION OF TRANSCRIPT OF PROCEEDING

I, Thomas C. Brenneman, Certified Shorthand
Reporter No. 9554, in and for the State of California
do hereby certify that the pages of this transcript
prepared by me comprise a full, true, and correct
transcript of the testimony and proceedings held in
this matter on May 10, 2018.

I further certify that I have no interest in the
events of the matter or the outcome of the proceeding.

EXECUTED this 10th day of May, 2018.

THOMAS C. BRENNEMAN
CSR No. 9554
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE

STATE OF CALIFORNIA

CERTIFICATION OF TRANSCRIPT OF PROCEEDING

I, KARLY POWERS, Certified Shorthand Reporter
No. 13991, in and for the State of California do
hereby certify that the pages of this transcript
prepared by me comprise a full, true, and correct
transcript of the testimony and proceedings held in
this matter on May 10, 2018.

I further certify that I have no interest in the
events of the matter or the outcome of the proceeding.

EXECUTED this 10th day of May, 2018.

KARLY POWERS
CSR No.#13991
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE

STATE OF CALIFORNIA

CERTIFICATION OF TRANSCRIPT OF PROCEEDING

I, Andrea L. Ross, Certified Shorthand Reporter
No. 7896, in and for the State of California, do
hereby certify that the pages of this transcript
prepared by me comprise a full, true, and correct
transcript of the testimony and proceedings held in
this matter on May 10, 2018.

I further certify that I have no interest in the
events of the matter or the outcome of the proceeding.

EXECUTED this 10th day of May, 2018.

e

A rea L. Ross
No. 7896




	Saber Partners Panel Testimony  Fichera, Abramson, Sutherland + Kinosian
	Examination of Fichera, Sutherland, Abramson by ALJ
	Kinosian
	Fichera
	Sutherland
	Abramson
	Pacific Gas & Electric  Testimony- Richard Patterson, Director of Finance
	"...best uses of securitization?"
	"...I agree with Mr. Fichera. It is a financing tool that is really out there to facilitate transitions"



